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Report of the auditor-general to the North West provincial legislature 
and the council on the Lekwa Teemane Local Municipality 


Report on the audit of the financial statements 


Disclaimer of opinion 

1. I was engaged to audit the financial statements of the Lekwa Teemane Local Municipality set 
out on pages xx to xx, which comprise of the statement of financial position as at 30 June 
2018, the statement of financial performance, statement of changes in net assets, and cash 
flow statement and statement of comparison of budget and actual amounts for the year then 
ended, as well as the notes to the financial statements, including a summary of significant 
accounting policies. 



2. I do not express an opinion on the financial statements of the municipality. Because of the 
significance of the matters described in the basis for disclaimer of opinion section of my report, 
I have not been able to obtain sufficient appropriate audit evidence to provide a basis for an 
audit opinion on these financial statements. 

Basis for disclaimer of opinion 

Property, plant and equipment 



I was unable to obtain sufficient appropriate audit evidence for property, plant and equipment 
as the municipality did not maintain adequate accounting records. I was unable to confirm 
these property, plant and equipment by alternative means. Consequently, I was unable to 
determine whether any adjustment relating to property, plant and equipment of R408 957 676 
(2017: R397 023 912) or the related depreciation and amortisation expense of R21 055 730 
(2017: R17 273 330) as disclosed in note 4 to the financial statements was necessary. 


O' 


Long term debtors 

4. I was unable to obtain sufficient appropriate audit evidence for long term debtors as the auditee 
did not maintain adequate accounting records. I was unable to confirm this balance by 
alternative means. Consequently, I was unable to determine whether any adjustment relating to 
long term debtors of R6 872 594 (2017: R7 563 899) as disclosed in the financial statements 
was necessary. 

Receivables from non-exchange transactions 

5. I was unable to obtain sufficient appropriate audit evidence for receivables from non-exchange 
transactions as the municipality did not maintain adequate accounting records. I was unable to 
confirm these receivables by alternative means. Consequently, I was unable to determine 
whether any adjustment relating to receivables from non exchange-transactions of R2 799 003 
(2017: R1 308 229) as disclosed in note 14 to the financial statements was necessary. 



Traffic fines receivables 

6. I was unable to obtain sufficient appropriate audit evidence for traffic fines receivables as the 
municipality did not maintain adequate accouting records. I was unable to confirm this balance 
by alternative means. Consequently, I was unable to determine whether any adjustment to 
traffic fines receivables of R3 063 252 (2017: R3 552 133) or revenue from traffic fines of 
R14 528 360 relating to the prior year as disclosed in note 9 to the financial statements was 
necessary. 


Consumer debtors 


7. I was unable to obtain sufficient appropriate audit evidence for consumer debtors or the related 
debt impairment as the municipality did not maintain adequate accounting records. I was 
unable to confirm this balance by alternative means. Consequently, I was unable to determine 
whether any adjustment relating to consumer debtors of R37 081 995 (2017: R23 403 630) or 
debt impairment of R75 656 552 (2017: R92 897 153) as disclosed in note 16 to the financial 
statements was necessary. 

Provisions 



8. During 2017, the municipality did not correctly recognise and disclose provisions as required by 
GRAP 19, Provisions, contingent liabilities and contingent assets due to the incorrect recording 
of the valuator’s assessment of the provision. As a result, the provision for the environmental 
rehabilitation was understated by R8 932 481. My audit opinion on the financial statements for 
the period ended 30 June 2017 was modified accordingly. Consequently, due to the 
mistatement still not being corrected, my opinion on the current period’s financial statements is 
also modified because of the possible effect of this matter on the comparability of the current 
period’s figures. 

Payables from exchange transactions 



9. I was unable to obtain sufficient appropriate audit evidence for payables from exchange 

transactions as the municipality did not maintain adequate accounting records. I was unable to 
confirm these payables by alternative means. Consequently, I was unable to determine 
whether any adjustment relating to payables from exchange transactions of R278 531 760 
(2017: R294 814 990) as disclosed in note 23 to the financial statements was necessary. 


Unspent conditional 


I grants and re 


ceipts 


10.1 was unable to obtain sufficient appropriate audit evidence for the unspent conditional grants 
and receipts due to the poor state of the accounting records. I was unable to confirm the 
unspent conditional grants and receipts by alternative means. In addition revenue from 
government grants and subsidies was overstated by R2 397 328.Consequently, I was unable 
to determine whether any adjustment relating to the unspent conditional grants and receipts of 
R3 095 940 as disclosed in note 20 to the financial statements was necessary. 


Revenue frc 


om exchange transactions 


11.1 was unable to obtain sufficient appropriate audit evidence for interest received on debtors due 
to the lack of evidence that the council approved the interest rate charged on outstanding 
debts. I was unable to confirm this revenue by alternative means. Consequently, I was unable 
to determine whether any adjustment relating to interest received on debtors of R35 372 563 
as disclosed in the financial statements was necessary. 


12. The municipality incorrectly included a fair value adjustment of investment property as revenue 
from exchange transactions instead of including the gain in the surplus for the period as 
required by GRAP 16, Investment property. In addition, the amount incorrectly included a 
correction of a prior period error to investment property and the movement in the environmental 
rehabilitation provision. Consequently, revenue from exchange transactions was overstated by 
R12 375 794 (2017: R5 858 876), the fair value adjustment included in the surplus for the year 
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was understated by R11 760 416 (2017: R5 858 876) and expenditure was understated by 
R684 622. There was also a resultant impact on the surplus for the year and the accumulated 
surplus. 


13. The municipality incorrectly classified the payment of a outstanding balance by a third party on 
their behalf as revenue from exchange transactions instead of revenue from non-exchange 
transactions in accordance with GRAP 23, Revenue from non-exchange transactions. 
Consequently, recoveries included in revenue from exchange transactions was overstated by 
RIO 397 978, revenue from non-exchange transactions was understated by R6 629 534 and 
finance cost was overstated by R995 580. There was also a resultant impact on the surplus for 
the year and the accumulated surplus. 

Expenditure 

14.1 was unable to obtain sufficient appropriate audit evidence for finance costs as the municipality 
did not maintain adequate accounting records, i was unable to confirm these expenses by 
alternative means. Consequently, I was unable to determine whether any adjustment relating to 
finance cost of R3 961 935 as disclosed in note 34 to the financial statements was necessary. 

Commitments 




15. During 2017, I was unable to obtain sufficient appropriate audit evidence for commitments as 
the municipality did not maintain adequate accouting records. I was unable to determine 
whether any adjustment to commitments of R28 290 981 as disclosed in note 41 to the 
financial statements was necessary. My audit opinion on the financial statements for the period 
ended 30 June 2017 was modified accordingly. I was still unable to confirm these commitments 
by alternative means. Consequently, my opinion on the current period’s financial statements 
was also modified because of the possible effect of this matter on the comparability of the 
current period’s figures. 

Cash flow statement 

16. The municipality did not correctly calculate items included in net cash flows from operating 
activities in the cash flow statement in accordance with GRAP 2, Cash flow statements. 
However, due to the status of the accounting records, I was unable to quantify the resultant 
misstatements to the net cash flows from operating activities as it was impracticable to do so. 

Irregular expenditure 

17. Section 125 of the MFMA requires the disclosure of irregular expenditure incurred. The 
municipality made payments of R8 081 437 in contravention with the supply chain 
management requirements which were not included in irregular expenditure disclosed. As the 
municipality did not quantify the full extent of the irregular expenditure, it was impracticable to 
determine the resultant understatement of irregular expenditure as disclosed in note 52 to the 
financial statements. 





wasteful expenditure 


18. Section 125 of the MFMA requires the disclosure of fruitless and wasteful expenditure incurred. 
Fruitless and wasteful expenditure as disclosed in note 51 to the financial statements was 
overstated by R5 224 160 due to interest that was reversed during the year not removed from 
the balance of fruitless and wasteful expenditure disclosed. 


Related parties 

19.1 was unable to obtain sufficient appropriate audit evidence for the related parties disclosure as 
the municipality did not maintain adequate records for this disclosure. I was unable to confirm 
the related parties disclosure by alternative means. Consequently, I was unable to determine 
whether any adjustment relating to the related parties disclosure in note 43 to the financial 
statements was necessary. 
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Contingent liabilities 

20. The municipality did not correctly disclose contingent liabilities as required by GRAP 19, 
Provisions, contingent liabilities and contingent assets due to the status of the accounting 
records. Consequently, contingent liabilities as disclosed in note 42 to the financial statements 
was understated by R82 906 419. 


Prior period errors 


21. The municipality did not correcty disclose prior period errors for some items as required by 
GRAP 3, Accounting policies, estimates and errors in notes 45 and 46 to the financial 
statements. The nature, the amount of the correction, the financial statement items affected 
and the amount of the correction at the beginning of the earliest previous period were not 
correctly disclosed for some items. 

Statement of comparison of budget and actual amounts 

22. The municipality did not accurately prepare the statement of comparison of budget and actual 
amounts as required by GRAP 24, Presentation of budget information in the financial 
statements. The approved budgeted amounts as disclosed in the statement of comparison of 
budget and actual amounts in some instances did not agree with the final approved budget. 
Consequently, the differences between budgeted and actual revenue and expenditure and the 
related explanations of these differences are not correct. 

Going concern 

23. The municipality’s current liabilities exceed its current assets by R249 106 077 as at 30 June 
2018. In addition cash reserves amount to R2 299 919, some significant creditors were not 
paid for more than 120 days and the unspent conditional grants also exceed the cash reserves. 
These conditions cast significant doubt on the municipality’s ability to continue as a going 
concern. These events or conditions, along with other matters was not adequately disclosed in 
note 44 to the financial statements. 




■s be I 

icpiare 


Emphasis of matters 

24.1 draw attention to the matters below. My opinion is not modified in respect of these matters. 


Unauthorised expendit 

25. As disclosed in note 50 to the financial statements, unauthorised expenditure of R60 992 619 
in respect of prior years have not yet been dealt with in accordance with section 32 of the 
MFMA. 


Material 



26. As disclosed in note 53 to the financial statements, material losses of 8 486 492 kilowatts of 
electricity and 1 178 299 kilolitres of water to the value of R39 449 010 was incurred as a result 
of distribution losses. 


Other 


ler m 


atters 


27.1 draw attention to the matters below. My opinion is not modified in respect of these matters. 

Unaudited disclosure notes 

28. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose particulars of 
non-compliance with the MFMA. This disclosure requirement did not form part of the audit of 
the financial statements and accordingly I do not express an opinion thereon. 
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Unaudited supplementary schedules 

29. The supplementary information set out on pages XX to XX does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules and, 
accordingly, I do not express an opinion thereon. 

Responsibilities of the accounting officer for the financial statements 

30. The accounting officer is responsible for the preparation and fair presentation of the financial 
statements in accordance with the SA standards of GRAP and the requirements of the MFMA 
and the DoRA and for such internal control as the accounting officer determines is necessary 
to enable the preparation of financial statements that are free from material misstatement, 
whether due to fraud or error. 

31. In preparing the financial statements, the accounting officer is responsible for assessing the 
municipality’s ability to continue as a going concern, disclosing, as applicable, matters relating 
to going concern and using the going concern basis of accounting unless the appropriate 
governance structure either intends to liquidate the municipality or to cease operations, or there 
is no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the 

32. My responsibility is to conduct an audit of the financial statements in accordance with 
International Standards on Auditing (ISAs) and to issue an auditor’s report. However, because 
of the matters described in the basis for disclaimer of opinion section of my report, I was not 
able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on 
these financial statements. 

33.1 am independent of the municipality in accordance with the International Ethics Standards 
Board for Accountants’ Code of ethics for professional accountants (IESBA code) together with 
the ethical requirements that are relevant to my audit of the financial statements. I have fulfilled 
my other ethical responsibilities in accordance with these requirements and the IESBA code. 



Report on the audit of the annual performance report 



34. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
the general notice issued in terms thereof I have a responsibility to report material findings on 
the reported performance information against predetermined objectives for selected key 
performance area presented in the annual performance report. I was engaged to perform 
procedures to raise findings but not to gather evidence to express assurance. 

35.1 was engaged to evaluate the usefulness and reliability of the reported performance 

information in accordance with the criteria developed from the performance management and 
reporting framework, as defined in the general notice, for the following selected key 
performance area presented in the annual performance report of the municipality for the year 
ended 30 June 2018: 


Key performance area 

Pages in the annual 
performance report 

KPA1: Basic services and infrastructure development 

X - X 


36. The material findings in respect of the usefulness and reliability of the selected key 
performance area are as follows: 


financial statements 
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KPA1: Basic services and infrastructure development 

Various indicators not reliable 


37.1 was unable to obtain sufficient appropriate audit evidence for the reported achievement of the 
indicators listed below. This was due to the achievements reported being inconsistent with 
planned targets as they were not aligning to the approved targets. I was unable to confirm the 
reported achievements by alternative means. Consequently, I was unable to determine 
whether any adjustments were required to the reported achievements as follows: 


Indicator 

Targets 

Reported 

achievement 

Number of new households 
with access to electricity 

470 households with access to 
electricity by end June 2018 

Achieved^ 

KMs of municipal internal 
roads paved. 

1,7 km of municipal internal roads 
paved in Utlwanang by end June 

2018 

Achieved 

KM of municipal roads 
maintained by June 2018 

2 km of municipal roads maintained 
by end June 2018 

Achieved 

KMs of storm water drainage 
maintained by June 2018 

5 km of storm water drainage 
maintained by end June 2018 

Achieved 

Number of households with 
basic waste collection 

16 524 households with basic waste 
collection by end June 2018 

Achieved 


Various indicators measure to improve performa 


upported by evidence 


38.1 was unable to obtain sufficient appropriate audit evidence to support the measures taken to 
improve performance against targets as reported in the annual performance report. This was 
due to information not available. I was unable to confirm the reported measures taken by 
alternative means. Consequently, I was unable to determine whether any adjustments were 
required to the reported measures taken to improve performance as follows: 


Indicator 

Targets 

Reported 

achievement 

Measure to improve 
performance 

Number of approved 
water master plan 

1 Approved water 
master plan by 
end June 2018 

Not Achieved 

Engage the District for 
seeking funds 

Approved sanitation 
master plan 

Development of a 
sanitation 
Masterplan by 
end June 2018 

Not Achieved 

Engage the District for 
seeking funds 

Hectares of municipal 
land released for 
human settlements 
development 

364,9267 

Hectares of 
municipal land 
released for 
human 

settlements by 
end June 2018 

Not Achieved 

Item to serve in Council 
on 31 st July to form 
Joint Municipal Planning 
Tribunal which will 
process said application 

Review of 

electrification master 
plan. 

Approved 
electricity master 
plan by end June 
2018 

Not Achieved 

The final master-plan 
will be submitted in 
September 2018 

Approved Integrated 
Waste Management 
Plan 

Approved 
Integrated Waste 
Management 

Not Achieved 

The item will be 
submitted to Council in 
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Indicator 

Targets 

Reported 

achievement 

Measure to improve 
performance 


Plan by end June 
2018 


the second quarter for 
consideration. 

No of operational 
landfill sites 
maintained 

2 operational 
landfill sites 
maintained by 
end June 2018 

Not Achieved 

Employ dedicated staff 
for landfill site 
maintenance 

Number of sports 
facilities maintained 

2 sports facilities 
maintained by 
end June 2018 

Not Achieved 

We need to appoint 
staff within the Section. 

Number of municipal 
parks maintained 

1 municipal parks 
maintained by 
end June 2018 

Not Achieved 

No staff and no 
equipment. 

Number of signboards 
of illegal 

dumping erected 

40 signboards of 
illegal dumping 
erected by end 
June 2018 

Not Achieved 

A* 

There was no need 
identified for signboards 
in this quarter. They are 
permanent fixtures 
anyway. 

Number of Road signs 
erected 

20 road signs 
erected by end 
June 2018 

Not Achieved 

The replacement of 
road signs is done on a 
case by case basis. 

Number of cemeteries 
fenced. 

7 cemeteries 
fenced by end 

June 2018 

Not Achieved 

This item will be put in 
the adjustment budget. 

Approved road master 
plan. 

Approved road 
master plan by 
end June 2018 

Not Achieved 

Municipality to submit 
funding request to 
MISA. 


atter 


Other matter 

39.1 draw attention to the matter below. 


Achie 


evement of 


planned targets 


40. Refer to the annual performance report on pages xx to xx for information on the achievement of 
planned targets for the year. This information should be considered in the context of the 
material findings on the usefulness and reliability of the reported performance information in 
paragraphs 37 to 38 of this report. 


Report on audit of compliance with legislation 


Introduction and scope 

41. In accordance with the PAA and the general notice issued in terms thereof I have a 

responsibility to report material findings on the compliance of the municipality with specific 
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matters in key legislation. I performed procedures to identify findings but not to gather evidence 
to express assurance. 

42. The material findings on compliance with specific matters in key legislation are as follows: 


Annual financial statements and annual report 


43. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122(1) of the MFMA. Material misstatements 
identified by the auditors in the submitted financial statements were not adequately corrected 
and the supporting records could not be provided subsequently, which resulted in the financial 
statements receiving a disclaimer audit opinion. 

Strategic planning and performance management 

44. The performance management system and related controls were inadequate as it did not 
describe how the performance planning, monitoring, measurement, review, reporting and 
improvement processes should be managed, as required by regulation 7(1) of the Municipal 
Planning and Performance Management Regulations. 



45. Annual performance objectives and indicators were not established for the Lekwa Teemane 
Development Agency and included in its multi-year business plan, as required by section 
93B(a) of the Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000). 


Expenditure management 


46. Money owed by the municipality was not always paid within 30 days, as required by section 
65(2)(e) of the MFMA. 


47. Reasonable steps were not taken to prevent irregular expenditure, as required by section 

62(1 )(d) of the MFMA. The expenditure disclosed does not reflect the full extent of the irregular 
expenditure incurred as indicated in the basis for qualification paragraph. The majority of the 
disclosed irregular expenditure was caused by non-compliance with preferential procurement 
regulations. 


48. Reasonable steps were not taken to prevent fruitless and wasteful expenditure, as required by 
section 62(1 )(d) of the MFMA. The expenditure disclosed does not reflect the full extent of the 
fruitless and wasteful expenditure incurred as indicated in the basis for qualification paragraph. 
The majority of the disclosed fruitless and wasteful expenditure was caused by interest paid on 
overdue accounts. 


Procurement and cont 


>ntract 


management 


49. Some of the goods and services with a transaction value of below R200 000 were procured 
without obtaining the required price quotations, in contravention of by SCM regulation 17(a) 
and (c). Similar non-compliance was also reported in the prior year. 


50. Some of the quotations were accepted from prospective providers who were not on the list of 
accredited prospective providers and did not meet the listing requirements prescribed by the 
SCM policy, in contravention of SCM regulations 16(b) and 17(b). 


51. Some of the quotations were accepted from bidders who did not submit a declaration on 

whether they are employed by the state or connected to any person employed by the state, as 
required by SCM regulation 13(c). Similar non-compliance was also reported in the prior year. 


52. Some of the quotations were accepted from bidders whose tax matters had not been declared 
by the South African Revenue Service to be in order, in contravention of SCM regulation 43. 


53. Some of the invitations for competitive bidding were not advertised for a required minimum 
period of days, in contravention of SCM regulation 22(1) and 22(2). Similar non-compliance 
was also reported in the prior year. 
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54. The preference point system was not applied for some of the procurement of goods and 
services above R30 000 as required by section 2(a) of the Preferential Procurement Policy 
Framework Act. 


55. Some of the contracts were awarded to bidders based on preference points that were not 
calculated in accordance with the requirements of the Preferential Procurement Policy 
Framework Act and its regulations. 

56. Some of the contracts were awarded to bidders that did not score the highest points in the 
evaluation process, as required by section 2(1 )(f) of Preferential Procurement Policy 
Framework Act and Preferential Procurement Regulations. 

57. Some of the bid documentation for procurement of commodities designated for local content 
and production, did not stipulated the minimum threshold for local production and content as 
required by regulation 8(2) of the 2017 Preferential Procurement Regulations. 

58. Some of the commodities designated for local content and production, were procured from 
suppliers who did not submit a declaration on local production and content as required by the 
2017 Preferential Procurement Regulations. 


59. Some of the commodities designated for local content and production, were procured from 
suppliers who did not meet the prescribed minimum threshold for local production and content, 
as required by regulation 8(5) of the 2017 Preferential Procurement Regulations. 

Revenue management 



60. An effective system of internal control for debtors and revenue was not in place, as required by 
section 64(2)(f) of the MFMA. 


Liability management 




61. An effective system of internal control for liabilities was not in place, as required by section 
63(2)(c) of the MFMA. 


Asset management 


\ 


62. An adequate management, accounting and information system which accounts for assets was 
not in place, as required by section 63(2)(a) of the MFMA. 


63. An effective system of internal control for assets was not in place, as required by section 
63(2)(c) of the MFMA. 


agemen 


Consequence n^nagement 

64. Unauthorised, irregular and fruitless and wasteful expenditure incurred by the municipality was 
not investigated to determine if any person is liable for the expenditure, as required by section 
32(2)(a) of the MFMA. 


Utilise 


ation of cor 


nditional grants 


65. The Municipal Infrastructure Grant was not spent for its intended purposes in accordance with 
the applicable grant framework, as required by section 17(1) of the DoRA. 


HR management 

66. Appropriate systems and procedures to monitor, measure and evaluate performance of staff 
were not developed and adopted, as required by section 67(1 )(d) of the MSA. 


Internal control deficiencies 


67.1 considered internal control relevant to my audit of the financial statements, reported 

performance information and compliance with applicable legislation; however, my objective 
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was not to express any form of assurance thereon. The matters reported below are limited to 
the significant internal control deficiencies that resulted in the basis for disclaimer of opinion, 
the findings on the annual performance report and the findings on compliance with legislation 
included in this report. 

• The financial statements were not properly reviewed by the accounting officer before being 
submitted for audit. Key management vacancies have not been filled and the municipality 
continue to rely on the work and assistance of consultants. 

• The municipality did not implement a proper record keeping system to ensure that 
complete, relevant and accurate information is accessible and available to support financial, 
performance reporting and compliance with laws and regulations. There is a lack of proper 
internal controls to prevent material misstatements in the financial statement or findings on 
performance information and compliance. 

• The financial statements and performance report was not reviewed by the audit committee 
before submitting for audit. The internal audit issued reports on findings and made 
recommendations but these recommendations were not always implemented by the 
auditee. 


Other reports 


68.1 draw attention to the following engagements conducted by various parties that had, or could 
have, an impact on the matters reported in the municipality’s financial statements, reported 
performance information, compliance with applicable legislation and other related matters. 
These reports did not form part of my opinion on the financial statements or my findings on the 
reported performance information or compliance with legislation. 



Investigation 


69. The Directorate: Provincial Anti-Corruption, Forensic and Ethics within the Office of the Premier 
conducted an investigation regarding fraud and corruption around 2009 regarding procurement 
of a project of construction of Utlwanang Community Library in Christiana after receiving a 
complaint from Municipal Manager. The investigation was still ongoing at year end and only 
finalised on the 5th November 2018 with recommendations. 



AUDITOR-GENERAL 


SOUTH AFRICA 


Auditing to build public confidence 



10 



